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MOZAMBIQUE: KEY ECONOMIC INDICATORS 


(All figures are in millions of $US unleSs otherwise noted, ) 


% Change 
1982 1983 1984 (1983-84) 


DOMESTIC PRODUCTION 

GDP at current prices 2,274 1,924 2,040 DA oe 
GSP at constant 1980 2,062 1,590 Ls» 397 -8.0 
prices 

Population (in millions) bai. 7 13.0 13.4 3.8 
Per Capita GDP at cur- 

rent prices 178 147 152 7.9 
Commercial Production 

of Major Crops (in 

thousands of tons) 

Cashews 

Sugar 

Cotton 

Tea 

Copra 

Citrus 

Corn 

Rice 

Index of Volume of In- 

dustrial Production 

(1980=100) 


GOVERNMENT FINANCE AND 
MONEY SUPPLY 
Revenue 680.0 574.9 517.8 
Expenditures 892.2 948.2 810.0 
Current 526.3 $22.6 558.2 
Investment 375.9 425.6 251.8 


Overall Deficit 

(after grants) -174.7 -385.8 -223.2 

Money Supply 1574.8 1804.1 1923.4 

mi 1489.7 1706.3 1816.5 

Me 85.1 97.8 106.9 
BALANCE OF PAYMENTS 

Trade Balance -606.7 - 504.8 -443.6 
Exports, £.0.b. 229.0 131.4 95.0 
Imports, c.i.f. -835.9 -636.4 -538.6 
Services (net) 29.8 -0.5 -32.4 
Current Account -576.1 -505.3 -476.0 

Grants 79.4 89.6 165.7 
Capital Account 333..'3 68.9 -144,.3 
Overall Balance -142.9 -328.3 -409.4 

Local currency (metical) values have been converted into dollars at 
average exchange rates (1982 -- US $1.00= Mt. 37.77; 1983 -- US 
$1.00 = Mt. 40.18: 1984 -- US $1.00 = Mt. 42.10). 


1 Percentage changes are calculated in local currency data to 
eliminate effects of exchange rate fluctuations. 


Sources: Bank of Mozambique, Ministry of Finance, National 
Directorate of Statistics. 





ECONOMIC OVERVIEW 


Mozambique faces massive economic difficulties in the wake 
of drought, floods, mismanagement and the RENAMO insur- 
gency in the countryside. According to recently published 
data, domestic production fell 30 percent between 1981 and 
1984. A large balance of payments deficit (over $400 mil- 
lion) and the resulting scarcity of foreign exchange re- 
stricts the importation of critically-needed food, equip- 
ment, spare parts and raw materials. At the end of 1984 
foreign debt totalled $2.4 billion, or slightly more than 
the estimated GDP of $2.04 billion. There are serious 
shortages of basic consumer goods, especially in the rural 
areas where famine in 1981-1983 killed thousands of people. 
Mozambique remains highly dependent on humanitarian food 
assistance, mainly from the United States and Western Eu- 
rope. Per capita yearly income was measured at $150 in 1984, 


Recognizing the country’s plight, the Government of Mozam- 
bique, which claims to be following a socialist path of 
development, has begun to implement pragmatic policy 
changes and potentially far-reaching reforms. It has 
broken up and reorganized on a smaller scale large and 
inefficient state farms, and is encouraging private produc- 
tion in agriculture. The Ministry of Industry and Energy 


is trying to sell off a significant number of state-run 
industrial plants, including Mozambique’s only steel mill, 
to private entrepreneurs. 


Earlier this year, the Government freed the prices of a 
wide range of agricultural goods, and raised substantially 
the official prices on others. Also, a number of busi- 
nesses in the export sector were authorized to retain a 
portion of their hard currency earnings for reinvestment. 
On the international front, in September 1984 Mozambique 
joined the IMF/World Bank system and the Lome Convention. 
It rescheduled $263 million of its Paris Club debt. In 
addition, the Government eargerly gought to attract for- 
eign investors -- it signed an agreement with the Over- 
seas Private Investment Corporation (OPIC) in July 1984 


and subsequently published a new, more liberal foreign 
investment code. 


Since the signing of the Nkomati Accord of Non-Agression 
and Good Neighborliness with South Africa in March 1984, 
there has been a notable upswing in international busi- 
ness interest in Mozambique. Impinging on these prom- 
ising developments, however, is a violent rural insur- 
gency -- which has caused millions of dollars of damage 





to the economy, 


DOMESTIC PRODUCTION 
Industry 


The Government recentiy released economic data which 
illustrate Mozambique’s serious economic difficulties. 
To measure production the authorities employ the global 
social product (GSP) concept, which excludes non-mate- 
rial services, Measured at constant 1980 prices, the 
GSP shrank 30 percent from 1981 to 1984, (The Govern- 
ment aiso estimates GDP, but in a less complete manner. 
As such, GDP, measured at current prices, increased 11 
percent in 1984,) Sectoraily, the largest collapse 
occured tn industry, which declined 46,2 percent, Mo- 
zambique’s industrial facilities are plagued by broken 
down equipment and shortages of fuel, The acute lack 
of foreign exchange precludes the importation of vital- 
ly needed raw materials, machinery, and spare parts. 

At the same time, there is a gross lack of qualified 
personnel to manage enterprises, This ts exacerbated 
by a serious "Brainedrain" as many qualified people 


quit the country, to seek more lucrative employment 
abroad, 


Despite the Goyernment’s early attempts to promote 

heavy industrial factlittes (such as steel production), 
light industry still dominates the sector, The proces- 
sing of agricultural goods accounts for some 30 percent 
of the volume of industrial production. With the excep- 
tion of the Mabor Tire Factory and a textile plant, no 
new industrial plants have been established since 1975. 


In 1984 textile production increased but most other in- 
dustries continued to decline. Capacity utilization 

in the industrial sector as a whole is an estimated 30- 
40 percent. Production of bicycles is now measured at 
6.5 percent and soft drinks at 10 percent of capacity. 


Mining 


The mineral sector is a potential source of wealth to 

the economy. Mozambique has extensive deposits of many 
minerals including coal, copper, graphite, bentonite, 
titanium, bauxite, pegmatites, tin, gold, nickle, marble, 
precious and semi-precious stones, and possibly diamonds. 
Mining operations in 1984, however, were limited to coal 
(of which Mozambique is now estimated to have 10 billion 





tons in recoverable quantities), rare earth pegmatites 
(microlite, tantalite), tantalum, copper, marble, ben- 
tonite and precious and semi-precious stones. As in 
most other industries, actual production is only a 
small fraction of capacity. The coal industry, cen- 
tered in Tete Province and aided by East Germany, is 
particularly affected by the insurgents, who have ren- 
dered the vital Beira-Moatize rail line inoperative, 
The tantalum mines and processing facilities are loca- 
ted in Zambezia Province, where RENAMO activity is 
usually very heavy. 


Mineral production in 1984 was as follows: Coal -- 
107,000 metric tons (13 percent of current capacity); 
microlite 10 mt (16 percent of capacity); tantalite -- 
7 mt (13 percent of capacity); copper concentrate -- 
1,573 mt (62 percent of capacity); marble -- 575 
cubic meters (48 percent of capacity); and bentonite 
-- 404 mt (6.7 percent of capacity). Of the above, 
only coal and tantalum pentoxide (derived from tanta- 
lite) are currently exported to any degree, Last year, 
Mozambique exported 15 thousand metric tons of coal 
(valued at 500 thousand dollars) and 24 tons 

of tantalum pentoxide (worth$1.3 million dollars). 


Agriculture, Forestry and Fisheries 


Agriculture is the most important sector of the Mozam- 
bican economy in that it accounts for almost 85 percent 
of the labor force and close to 50 percent of domestic 
production. Major crops inlcude cashews (of which Mo- 
zambique has historically been a major world supplier), 
corn, cassava, copra, sugar, cotton, tea, rice, fruit, 
and vegetables. Production fell dramatically from 1981- 
1983 (by an estimated 50 percent) due to severe drought, 
flooding, economic mismanagement, the insurgency, and 
lack of incentives to farmers. (The famine in 1981-1983 
is estimated to have killed thousands of rural Mozambi- 
cans.) The country remains highly dependent ‘on food 
imports, including massive humanitarian assistance, 
mainly from the US and Western Europe. The Government 
has accorded top priority to food production and is 
attempting to revitalize the agricultural sector by 
moving away from excessive reliance on large state enter- 
prises. It is channelling increasing support to private 
family and commercial farms, and is promoting the distri- 
bution of consumer goods in the countryside as an incen- 
tive to boost production. Agricultural equipment and 
implements, however, are in short supply. (Only simple 
hand tools and a small amount of fertilizer are produced 





locally). Small farmers lack hoes, plows, seeds, small 
tractor parts, and other simple farm implements. Larger 
commercial farmers need tractors, spare parts, sprayers, 
pesticides, fertilizers, irrigation pumps, as well as 
trucks for transport to market, 


Despite the above problems, agriculture was one of the 
few bright sports in the economy in 1984. Commercial 
production of six major crops (cashews, cotton, tea, 
copra, corn, and rice) increased because of more abundant 
rainfall, and in some cases because of the provision of 
incentive goods to farmers, 


Mozambique also possesses considerable forest resources, 
including several species of hardwoods. The industry, 
however, remains largely underdeveloped. It suffers from 
a number of serious problems including lack of qualified 
technical personnel, dilapidated machinery and shortage of 
spare parts, inadequate planning, and high transportation 
costs. As is the case with most other sectors of the eco- 
nomy, the industry has been seriously disrupted by the 
RENAMO insurgents who have destroyed a number of rural 

saw mills as well as cut vital roads and rail lines. As 

a result, production and exports of timber products have 
declined significantly in recent years, 


The fisheries sector has grown in relative importance over 


the past several years and shrimp has become Mozambique’s 
leading export by value. Almost 5 thousands tons were ex- 
ported in 1984, The fish catch has increased in recent 

years, rising from 9,600 tons in 1982 to an estimated 

13,500 tons in 1984, Mozambique has three joint ventures 

in shrimp production -- with Japanese, Spanish and Soviet 
partners, Last year the Government signed agreements allowing 
East German and South African fishing vessels to operate in 
Mozambique waters, 


Energy and Petroleum Developments 


Mozambique has substantial energy resources, With some 
60 rivers, its hydroelectric potential is an estimated 
11,755 megawatts, perhaps the largest in Africa. Only 

a fraction of this total is currently exploited. The 
Cahora Bassa Dam on the Zambezi river in Tete Province 
has a potential capacity of 3,600 mw, one of the largest 
in the world. However, only the first phase of the com- 
plex has been completed -- with a capacity of only two 
thousand mw, not all of which is presently utilized. In 
April 1984, Mozambique agreed to supply some 1.450 mw of 
electric power from Cahora Bassa to South Africa. (A 





portion of this power is re-imported into southern Mozam- 
bique.) However, RENAMO sabotage of the high tension 
lines from the dam has prevented steady transmission of 
power. 


The petroleum industry occupies an important position in 
the Mozambican economy. The ports of Maputo, Beira, and 
Nacala serve as transit points for petroleum destined 

for neighboring countries via rail and pipeline. Mozan- 
bique also has an antiquated refinery, located in the 
Maputo suburb of Matola, with an annual processing capa- 
city of 800 thousand metric tons, The refinery has been 
shut down, however, since April 1984, Partly for this 
reason, Mozambique’s earnings from petroleum exports 

fell from $22 million in 1983 to only $5 million in 1984, 


Mozambique is believed to have commercial quantities of 
crude oil, and the Government has succeeded in attracting 
the services of four of the world’s largest petroleum 
companies for exploration purposes. An Exxon/Shell joint 
venture is prospecting on-shore in Cabo Delgado Province. 
In late 1984 Amoco and British Petroleum signed off-shore 
prospection agreements, and both have completed their 
initial research, 


Meanwhile, natural gas reserves of some 60 billion cubic 
meters have been* confirmed in Inhambane and Sofala Pro- 
vinces, The Government is seeking foreign investors for 
the construction of an ammonia gas plant on the Inhambane 
coast to produce fertilizer feedstock for both domestic 
consumption and export, 


RAIL AND PORT SERVICES 


Mozambique’s three major ports -- Nacala, Beira and Mapu- 
to -- and rail network (CFM) of some three thousand kilo- 
meters provide outlets to the sea for neighboring Malawi, 
Zimbabwe, Swaziland, and the Transvaal of South Africa. 
Transit fees are an important source of revenue for Mozamn- 
bique, and Maputo is the headquarters of the Southern 
African Transport and Communications Conference (SATCC). 
However, the volume of traffic on the rail lines and 
through the ports has declined sharly in recent years 
because of insurgent activity, technical difficulties, and 
in some cases deliberate South African diversion of third 
country traffic away from Maputo. In 1984,CFM transported 
3e7 million tons of goods (of which 2,5 million tons con- 
sisted of international cargo), and the ports handled 5.2 
million tons (of which 4.3 million were international). 

In all, transit revenue totalled $ 60.7 million. 





Of this total, only $28.7 was earned from international 
cargo. The previous year, Mozambique earned $91 million: 
in transit fees, $49 million from international freight. 
(In 1975, the year Mozambique became independent, tran- 
sit revenue totalled over $100 million.) 


BALANCE OF PAYMENTS AND FOREIGN TRADE 


Mozambique’s overall balance of payments deficit expanded 
to a record $409 million in 1984, due primarily to sub- 
stantial deterioration in the capital account. The bal- 
ance of trade deficit continued to contract because of 
declining imports, which in turn were caused by the se- 
vere shortage of foreign exchange, 


Export earnings pJummeted to $95 million in 1984 -- a 
decline of 53 percent since 1982 and the worst perfor- 
mance of any year since independence, Insecurity in many 
parts of the country, as well as lack of fuel, deteriora- 
ting capital stock, and shortages of vitally-needed in- 
ported inputs all affect Mozambique’s export industries. 
Shrimp was the leading export commodity in 1984, earning 
$28 million, a decrease of $3 million (and 400 tons) 

from the previous year, Adverse weather conditions have 
been cited as the cause of the decline. Meanwhile, ex- 
ports of cashews, traditionally one of Mozambique’s lead- 
ing foreign exchange earners, continued to decline. In 
1980, Mozambique exported 16 thousand tons of cashews, 
earning close to $65 million. In 1984, it exported four 
thousand tons, valued at $15 million. In addition to 
‘security problems and lack of raw materials for processing 
plants, disease was reported to have attacked thousands of 
cashew trees throughout the country in 1983 when commer- 
cial production hit an all-time low of 18 thousand tons, 
Sugar exports haye also declined dramatically in recent 
years, In 1980, Mozambique exported 64 million tons, 
earning $25 million, In 1984 the figures were 16 million 
tons and $6 million, However, the sugar sector is staging 
something of a comeback, due primarly to more abundant 
rainfall which has resulted in increased production. In 
1985 Mozambique was expected to meet its United States GSP 
export quota (for the first time in three years) of 33 
thousand tons, Meanwhile, exports of cotton, tea, and 
copra continued to decline, while exports of timber and 
citrus increased, Mozambique’s leading trade partners on 
the export side in 1984 were the United States (with pur- 
chases of $24 million, accounted for mostly by sugar and 
cashews), East Germany, Japan, Portugal, and Spain. 





Mozambique’s imports in 1984 totalled $539 million, down 
from $836 million in 1982, and $636 million in 1983, 
Consumer goods accounted for 35 percent of the total, 
followed by raw materials (30 percent), capital equip- 
ment (20 percent), and spare parts (15 percent). The 
preponderance of consumer goods in the composition of 
imports reflects the greatly reduced domestic production 
since 1980, when raw materials accounted for 48 percent 

of total purchases. In 1984 Mozambique’s largest supplier 
was the Soviet Union (mainly because of increased shipments 
of oil), South Africa, Portugal, France, and the United 
States ($22.5 million). 


Because of contracting imports, the current account deficit 
declined for the third consecutive year in 1984 -- to $476 
million -- in spite of further deterioration in the servi- 
ces account, which, for the first time, registered a size- 
able deficit ($32 million). Declining transit revenues 

and a net reduction in the remittances of Mozambican 
workers employed in South Africa (due to the depreciation 
of the Rand) were the chief causes of the decreasing ser- 
vices income, 


In response to Mozambique’s severe economic difficulties, 
the international community continued its generous grant 
support. Unrequited transfers increasedin 1984 to almost 
$166 million, or 35 percent of the current account deficit. 
This consisted mostly of grants in kind (for food, petro- 
leum, equipment and spare parts), and technical assistance, 
Major donors include Italy, Sweden, Norway, Holland, and 
the United States, Meanwhile, the capital account regis- 
tered a sizeable deficit for the first time -- $144 million 
-- as gross borrowings declined and amortization payments 
continued to rise, reaching $398 million, 


Mozambique had previously financed its overall deficit 
principally by gold sales. By 1983, its gold stock almost 
depleted, the country began to accumulate arrears. In 1984 
the deficit was financed by a Paris Club rescheduling and 
further accumulation of arrears. By the end of last year 
Mozambique’s total external debt, including arrears, to- 
talled $2.4 billion. Of this, 74 percent was owed to 
public organizations, 10 percent te commercial banks, and 8 
percent each to multilateral organizanitions and private 
suppliers. OECD countries accounted for 40 percent of the 
debt, followed by the Soviet bloc (33 percent) and OPEC 

(17 percent). Before the Paris Club rescheduling agree- 
ment of October 1984, outstanding arrears accounted for 
more than a third of the outstanding debt. (This fell to 





one-fourth after the agreement.) 


Before the rescheduling, the debt service ratio was 234 
percent. After the agreement, which rescheduled $59 mil- 
lion of arrears due at the end of 1983, $147 million on 
debt service due in 1984, and $62 million becoming due. 
between January and June 1985, the debt service ratio fell 
to 174 percent after debt relief. (Payments on the con- 
solidated debt are to begin in 1990.) 


Mozambique still faces a very serious debt crisis. Some 
$318 million in principal and interest falls due in 1985 
followed by another $407 million in ‘1986. The figures 
decline to $325 million in 1987, and $272 million in 1988. 
At the end of 1984 gross reserves were estimated at $72 
million, or 1.6 months of imports. 


BUDGET 


The Government claims to have adopted a "war economy," 

and this is reflected by increasing outlays for defense 

in the national budget. In 1984 defense expenditures -- 
$245 million -- accounted for 12 percent of GDP, up 10 
percent in 1983, and six percent in 1980. In-all, Mozan- 
bique registered an- overall state budget deficit of $223 
million (after grants) in 1984, a reduction of over $150 
million from the 1983 budget, due primarily to large 

cuts in investment spending. Total revenue was $518 mil- 
lion with a total expenditure of $810 million -(current 
expenditures of $252 million). Grant support amounted 

to $69 million. The total deficit after grants amounted 
to 11 percent of GDP. The 1985 projected budget revealed 
serious further deterioration. The overall deficit was 
forecast to increase by over $100 million to $327 million. 
Total expenditure was projected at $861 million, and reve- 
nue was forecast to decline to $464 million (due to shrink- 
age of tax base, in turn caused by the depressed state 

of the economy). The Government assumed grant support of 
$70 million, The overall budget deficit after grants was 
expected to be 16 percent of GDP, 


ATTEMPTS AT REFORM 


In 1984 the Government initiated several pragmatic re- 
form measures designed to reverse Mozambique’s severe 
economic slide. After years of neglect, the Ministry of 
Agriculture began to channel support to private commer- 
cial and family farmers in the form of incentive goods, 





and when available, credit and extension services. It 
broke up a huge state-run agro-complex in Gaza Province, 
and parcelled out half the land to private farmers. It 
also doubled the producer prices for cashews, among other 
crops. Meanwhile, the Ministry of Industry and Energy 
began a privatization effort in light industry. It has 
targetted a large number of state-run factories, includ- 
ing the IMA steel foundry, to be sold off to the private 
sector (if interested entrepreneurs, including foreign 
investors, can be identified). The Ministry’s crowning 
success so far has been the divestiture of a state-run 
water pump factory. (The newly privatized firm employs 
102.) Moreover, the Government has authorized certain 
firms to retain a portion of their hard currency export 
earnings for purchases of necessary materials. In late 
1984, Mozambique joined the IMF, the World Bank, and the 
Lome convention. Several IMF technical missions have 
since visited Maputo, and in mid-1985 the World Bank 


approved a $45 million line of credit for private sector 
rehabilitation, 


In May 1985 the government announced further reforms, 
These included signficantly higher official prices on a 
wide range of agricultural goods and free prices for 
others, a flexible system of workforce wages to reward 


those who perform well and penalize those who do not, 
expansion of the foreign exchange retention system for 
firms, and permission for some companies to import and 


export directly, bypassing the cumbersome parastatal 
trading system, 


FOREIGN INVESTMENT MATTERS 


The Government is making concerted efforts to attract 
foreign investors, In July 1984 Mozambique signed an 
investment incentive agreement with OPIC (Overseas Pri- 
vate Investment Corporation), and the following month 
released a new foreign investment code, The code autho- 
rizes investment by foreign firms exclusively, by joint 
venture with the Mozambican Government, or with local pri- 
vate firms, The code also guarantees the right to repa- 
triate profits, and offers incentives for investment in 
certain sectors of the economy, as well as for enter- 
prises that increase exports and/or substitute for im- 
ports. Potentially lucrative opportunities exist in 
minerals extraction, petroleum and natural gas explora- 
tion and development, agriculture, forestry, fisheries, 
and hydroelectric power generation. In December 1984, 

a Zimbabwean firm, E.C. Meikle, signed a mining agree- 











aids 


ment with the Mozamibican Government, and is now extracting bauxite 
in Manica Province. Meanwhile, other well-known foreign investors 
have taken note. The British multinational corporation LONRHO is 
moving ahead on projects in minerals, agriculture, and tourism. The 
American firm TENNECO is pursuing opportunities in agriculture. In 
addition, a group of American investors intends to begin a rice 
farming project in Zambezia Province, and an American mining firm 
signed a protocol for titanium extraction last June. 


IMPLICATIONS FOR THE UNITED STATES 


In 1984, the United States was Mozambique's fourth leading trading 
partner (behind the Soviet Union, South Africa, and Portugal). Trade 
between the two countries totalled $46.4 million, $22.5 million in 
U.S. exports and $23.9 million in imports from Mozambique. Sugar and 
cashews were Mozambique's main exports to the U.S., which continues 
to be the country's largest customer for these two commodities. 
Mozambique's main purchases from the U.S. were foodstuffs and used 
clothing. 


Significant expansion of American exports to Mozambique is unlikely 
at this time because of the latter's foreign exchange difficulties. 
Still, development projects financed by AID or international 
organizations such as the World Bank, African Development Bank, etc. 
offer opportunities for exports of agricultural equipment, port and 
rail equipment, telecommunications technology and light industrial 
machinery and spare parts. 


In addition, American investors are now more than welcomed, a point 
emphasized during President Machel's recent official visit to the 
United States. There are few ideological barries to normal trade and 
investment opportunities. The Ministries of Agriculture, Mineral 
Resources, and Industry and Energy, as well as individual private 
businesses, have all submitted investment proposals to OPIC and to 
individual firms. The tight foreign exchange situation, the 
continued insecurity in some parts of the country and lack of 
skilled managerial and technical personnel are all hindrances, but 
investors will find their Mozambican counterparts hospitable and 
eager to do business. 





